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From Voice to Payments: A Bet for the Future
Vodafone faces unique problems in India. As India's second largest mobile operator, Vodafone has experienced growing revenue, but its operating margins have declined.
Average revenue per user (ARPU) fell 36% from the first quarter of 2009 to the same period in 2013-a secular trend across all mobile operators. Teledensity, the number of mobile subscriptions for every 100 people, has reached as high as 140-150 in India's major metropolitan regions, indicating stagnant prospects for revenue growth from voice services in these areas (Hindu Business Line, 2013) . Seeking continued growth, Vodafone and other telecom companies have turned to rural India, home to more than 65% of the country's population.
Vodafone already has the largest rural subscriber base among all of India's mobile operatorswith 82.24 million subscribers as of March 2013. It remains optimistic about its hold on the rural market and the prospect of introducing new products into this market. Indeed, in an interview with a leading business daily, Vodafone India's Chief Operating Officer Sunil Sood remarked, "If you look at our rural initiatives and tie it to our overall strategy, we can leapfrog others in this area. Can it be the next big thing for us? We believe so." Sood went on to say Vodafone is, "looking at rural customers with lot more practicality than that compared with our competitors. Just because he is a rural customer does not mean that you can sell something outside of his interest area." Certainly, Vodafone has kept the rural customer in mind when rolling out M-Pesa, a mobile banking solution that has had great success in Kenyawhere it has captured around 85% of the market share since its introduction in 2007. A staggering 43% of Kenya's GDP now flows through M-Pesa, demonstrating the transformative effect such a 
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Can Mobile Operators Do for Payments What They Did for Voice?
India has one of the most fiercely competitive markets in the world for wireless telecommunications.
With 72 mobile subscriptions for every 100 people, it has some of the lowest service usage rates in the world (New America Foundation, 2010). The top three mobile network operators in India together have less than 50% of the market share, compared to more than 80% in other emerging markets like China, Brazil, and Russia (ATKearny, 2012). While this has been advantageous for Indian mobile phone users, it has meant dwindling profitability for operators, who have sought new avenues for revenue growth.
In sharp contrast to the dynamic expansion of telecom services in India, banking has not experienced anything comparable since the sector was opened to private investment in the early nineties. According to World Bank data, less than 35% of the Indian population above 15 years of age reported having a bank account in 2011, less than 9% of the population of the same age group said they had a debit card, and less than 2% had a credit card. Furthermore, checks were the most prevalent among the non-cash instruments used: roughly 7% of the population used a check within the previous 12 months to make a payment. Around 2% of the population used mobile phones to receive money or were involved in an electronic payment in previous 12 months. The Reserve Bank of India, India's central bank and chief regulator of the banking sector, has until recently remained skeptical of mobile operators' ability to alter the status quo. While it has identified financial inclusion as a priority, the RBI has been of the view that banks are the proper channel through which essential financial services should be delivered to India's unbanked-via financial intermediary firms or business correspondents (BCs). In a 2009 speech, for instance, the RBI's deputy governor, Dr. KC Chakrabarty, identified four key issues that lie at the heart of RBI's ambivalence about letting mobile operators enter the traditional realm of banks (Chakrabarty, 2009 ): a) Mobile operators will not be able to deliver a comprehensive range of financial services that the RBI sees as essential to financial inclusion: namely, a savings account, remittance services, a pure savings product, and entrepreneurial credit in the form of a credit card. b) RBI's preferred channel for financial inclusion, the bank-led model of appointing BCs to offer last-mile services, was only rolled out in 2006. Its success or failure, therefore, cannot yet be assessed. c) Adequate authentication is a problem in the telecom-led model. Unlike Kenya, India
does not yet have a comprehensive national ID scheme, making it difficult to verify the persons at the ends of a mobile transaction. d) Transaction costs on the M-Pesa network in Kenya are much higher than what anyone with a bank account in India would pay.
These remarks notwithstanding, the RBI has shown that its position on letting mobile operators enter this space is an evolving one. In a 2013 speech, for instance, Dr. Chakrabarty recognized that non-bank entities have been at the forefront of innovation in the retail payments space around the world and that their position in India vis-à-vis banks thus merits "closer examination." The RBI has also allowed mobile operators to act as BCs to banks. Moreover, RBI officials have admitted privately that with the expansion of India's national identity project, Aadhaar, which aims to capture biometric information and provide every Indian with a unique identity number, concerns about authentication will largely be addressed, and the RBI may therefore take a more liberal position on mobile operators offering financial services.
From Kenya to India: Will it Work?
Vodafone is the most valuable telecoms brand in the world (Marketline, 2012 In 2007, Vodafone launched M-Pesa, a mobile phone-based money transfer system that allows subscribers of Safaricom, a Vodafone affiliate, to send money to other customers via mobile phone, in Kenya. Any Safaricom subscriber can start an M-Pesa account by providing their local M-Pesa agent with their Safaricom mobile number and national identity card. Once opened, the subscriber can use the virtual money account to send and receive money across Kenya. A money transfer can even be made to a mobile number outside the Safaricom network through SMS. M-Pesa users can also cash out their mobile money savings from a Safaricom agent at any time or location. The MPesa service has proved to be wildly successful in Kenya and has kept customers loyal to Safaricom (Eilhardt and Brookfield, 2008) India did not see its first mobile money offering from a major mobile network operator until 2012, when Airtel, India's largest mobile operator, launched Airtel Money in partnership with Axis Bank. In November of the same year-after a successful pilot in the Indian state of Rajasthan-Vodafone introduced M-Pesa to four regions in India: West Bengal, Jharkhand, Bihar, and Kolkata. To do so, it partnered with ICICI bank, India's largest private bank, in a "business arrangement" that involved the sharing of costs and revenues. Legally, M-Pesa in India is operated by Vodafone India's subsidiary, Mobile Commerce Solutions Limited (MCSL), in partnership with ICICI Bank. MCSL, authorized by the RBI under the Payment Systems Act of 2007 for setting up and operating a payment system in India, is also a BC for ICICI Bank.
In order to open an M-PESA account in India, an applicant must first present the necessary identification documentation and sign two agreements: one with Vodafone and the other with ICICI Bank. Once these documents have been submitted, ICICI Bank verifies the applicant to be Know Your Customer (KYC) compliant. The customer's M-Pesa account then becomes a semiclosed open loop money wallet, from which the customer can make deposits, withdrawals, or transfers. At the back end, ICICI Bank opens a savings account for the M-Pesa customer who uses the Vodafone interface for all transactions. As per RBI regulations, the maximum balance a customer can hold in her M-Pesa account at any given time is Rs. 10,000 (~$160).
Abhishek Jain, M-Pesa's product manager at ICICI Bank, has described the partnership between ICICI Bank and Vodaphone as a "bet" for the future. If successful, he says, the M-Pesa model offers a far more cost-effective method of delivering financial services to the bottom of the pyramid in hard to reach areas than the traditional BC model. While a traditional BC relies on biometric enabled smartcards and micro-ATMs that require agents to assist customers with various transactions, the M-Pesa model is almost completely self-assisted and requires nothing more than a cellphone. Moreover, in addition to being less expensive from a distribution point of view, the MPesa model is card-less, and with sufficient penetration could displace cash from a variety of daily transactions. 
WAIT AND WATCH
M-Pesa's ultimate goal of converting every account into a fully functional open loop savings account is not without challenges, however. Abhishek Jain, for instance, has described KYC norms as a significant barrier to further progress-although he has also said that the growth of Aadhaar may resolve this issue in part. Jain has also replied negatively when asked whether ICICI plans to extend the range of financial services it offers to its M-Pesa customers. For now, ICICI will wait and see how the product evolves and whether gains sufficient traction in the Indian market.
According to Suresh Sethi, head of M-Pesa at Vodafone India, the M-Pesa model will require time to be successful in India. Indeed, this was the key takeaway from the 2011 pilot. Moreover, Sethi has indicated, significant fieldwork will necessary to mold the product to Indian realities: "the product has to be very simple. Lots of customers are numerate but illiterate. The service needs to be multilingual but most phones do not support that so we have to provide customer support in native languages. We also need to educate the agents in the distribution network" (The Banker, 2013).
Of course, not everyone is outright optimistic about M-Pesa's success. Michael Joseph, director of mobile commerce at Vodafone, appeared circumspect when asked about M-Pesa's prospects in India, saying, "There have been about 200 of these experiments around the world, and maybe only four or five have been successful. India is unique at the moment, we aren't in any other market as big" (Financial Times, 2012) .
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